By HENRY SHAVELL and JOHN T, WOODWARD*

The [mpact of the 1969-70 Monetary Strinfency
on Business Investment

This articly presents the Gndings of &
epadisl survey tobdnetad by OBE jointly
with tho Securities and Exchange Con-
mission. The survey, which covered moat,
notrfa niezcaoparating intheregular OBE-
AEC plont and oquipment axponditure
EUrveys, focused pricnacily on the nature,
timing, end megnitude of the impasot on
huainean inveatment of the ssvaero monc-
tocy restraing in 1909-7). The survay
sl eollected gunlitathve inforrmation on
the major foctors causing approcinble
diferoncos betwesn nctunl plant and
equipment axpanditores in 1970 and iha
Jovils expestcd carly that yonr. Com-
perisong of the survey’s findinge with
thoso of & similar survey eonductod in
1867 are glag presented.

DURING the pnst 5 yenrs the Ameri-
con economy experienced bwo periods of
extremoly stringent credit conditicns,
firat in 1966 and again in 1969-7G, os
monatary palioy was called on as a major
anti-inflationary tool. In the spring of
1867, the Oifice of Business Economics
jaintly with the Securities snd Ex-
chango Cominission conducted a survey
on the impact of the 1966 monatary
siringency on business investment in
both 1966 and 1967, The results of that
survey were published in the August
1967 SorveEY oF CuerENT Businesat

Bocause of the widespread interest
in and diversity of opinion over the
influence of financinl conditions on
business investment, OBE and SEC
conducted another survey during April
1971. This article presents the resulés
of tha 19871 survey, with a4 comparizon
of the results with those of the survey
taken jn 1967,

L. Jean Croekals, Itwln Foond, snd Henry 3owell, ““Tla
Litpuict of Monolary Sirivgervey on Busines [oveaiment,”
BURYEY 9F QVnaktn® Bukickss, Aagual L, pp, W27,

The findings of the latest survay
genarally confirmed the findings of the
1967 survey—that the direct impact of
monetary policy on business investment
was ralatively light and that it lagged
in lime. The overall reduction of busi-
ness investment eutlays in 1970 and of
investmaont progroms for 1971 stemming
diractly from 1969-70 financial market
conditions was estimatad at the lollow-
ing ameunis:
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Although finaneinl markat conditions
in 196870 were among the moat
stringont on zecord, nccording bo the
survey, they directly resulted in an
estimnted overall reduction of only
about. $1 hillion, or sbout 1 percent,
in total 1970 nonfarm nonresidentisl
fixed inveatment. A roduction of about
$300 million in 1970 nonfnrm inventory
expenditures was alzo directly sttrib-
utable to 1868-¥0 finoncial develop-
ments; to puot this in perspective, it
should be noted that the actunl nddi-
tion to inventory in 1070 was $2.5

*ir. Shevell I8 Aoting Chief of OBE's
Busloeaa Oudook Division. My, Woodward &
Chisf, Bransh of Fivancinl Reports, of the
Seouritios and Exchonge Commiesion’s QMoo
of Polioy Research.

billion and the yearend book value was
$196.1 billion.

The estimotod impact of 1969-70
rononatacy developments on 1971 busi-
ness investment plans was grenter thoan
thot indirated Tor 1970, reflecting the
logged offect of monetnry stringency
on buziness investment. Businessmen
indieated that their 1971 plant and
equipmant zpending plans ware rodueed
by #1.4 billion, or nbout 1.4 percent,
heeause of the divect impact of 1959-70
financial developments.

These estimatsd peresntoge redoc-
tions in nenfarm nonresidential fixed
investment sullays, 1 percent for 1970
and 1.4 pereent for 1971, were only
modarately prenter than those caleu-
lated from the 1967 survey. The resulie
of that survey indicated nonresidential
fixed investmant sutbacks approximat-
ing lLwo-thirds of 1 percent for 1968
and nbout 14 percent for 1967 as o
consequence of tha 1866 credit squecze.

An alternative quantitative mensure
of the impnct of monetnry stringency
on business investment is that provided
by the responses to questions 10, 11,
and 12 of the guestionnaire. On the
basis of these replies, it is catimaied that
buginess sponding for new plant and
cquipment in 1870 would have bean
grenter by about $1.4 billion and inven-
tory outlays greater by some $800
millicn had significantly ensier credit
conditions (specifically, the avernge
cenditions during the 198185 prericd)
prevailed during 1968 and 1070, Al-
though posing a purely hypothetical
cuse, this scries of gquestions was ad-
dressed direcily to the impnct of
monatary slringeney on boginess invesi-
ment. Coneidering the extrems dispority
between monetary conditions in 1965~
70 and thoso in 1981-85, the $2.2 billion
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overall impact of monctary tighiness in
tarms of potenlinl 1970 outiays [or
eapital equipment and for inventories,
as estimated from this series of gues-
tiens, appeors remavkably low, and
tends Lo corroberate the findings ro-
sulting from  the emlier scries of
questions.

The inguiry into (eclors nffeciing the
renlizntion of 1970 investmeont plans
Tound that departnres from expeetations
with respect to finnnclal mavket con-
ditions were less important in redueing
investment than were disappointmeonis
in sales or net eprnings and unexpected
dolays in congtruction and equipment
deliveries. In decreasing order of fre-
gquency, the principal [aetors cited as
tending to reduce spending for new plani
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and equipment in 1870 relative to plans
mede oorher that vemr were: Lowor-
than-cxpected snles; lower-than-expect-
ad net earnings; unoxpectad delays in
equipment deliveries andfor constrng-
Lon progress,  higher-thno-expocted
working capital voquirements; and
tighter-than-cepected financial market
conditions.

The mosi frequently cited faclors
tending to raise 1970 autlays for new
plant end eqguipment above oxpecta-
tions wore, in decroasing arder of [ra-
quency: Higher-than-expected sales;
enrlier-than-expecied equipment deliv-
eries  andfor eonstruction progress:
higher-than-expecterdl eosts for plunt
nud squipment; and unsxpected outlays
for pollution control.

December 1971

Financial conditlons in 1060-T) and
in 1054

The manetary authorities prsued a
vigerous program of crodit restraimt
throughoul 1969, cautiously lonsenad
reatraint duyving the fivgt halfi of 1870,
and becarns more aggressive in cartying
out & moderntely expansicnary policy
in the second half of 1970. Following
more than o year of intsnsifying credit
shortoges and steadily rising interest
Tnies, pressures in the credit markots
eased during the early months of 1870,
pavticularly in the short-term meney
markets, This easing trond was inter-
rupted in the spring, when financial
muorket seniimenl wos adversely af-
fected by coticern over n possible
liquidity crisis, but resumed again in

Tahle 1.—Fuactors Rospongthlo for Doviations Botweon Expectod sl Arctunl Plant and Equipment Expenditures in 19701

Tristiibastion oF princlpa] bactirs Dhntyitigtion of noaboy foglar
Line | N e e L s et e e | e} Tt | vt | Dum [ SnsE | S | Ugar | Sum
Humbsr 3 Porcoudk Humbae 4 Facont

- M 1 153 ZE4 L1l - 13.T n1

i i sl s ey = T 1 I

Fimns ot speeclipitig d1 - U 3| .- 1 qal.

D | Currami OEPERBEE. ..n e v crmie s rm e m e T e - - § 1.1 1.3 1.3 %13
I L T T — L] B B .z kL 1%

Firins wilh carnings ofowo expoc@bions. oo oe oo N ol RN PR —— F 3 1% (RN wam
Flrms witly caril0gs Bolow sapnctalishd. oo re i e 2 1 e prrrm T 1 F i JERN . P
Firink it Apeciieliog dloecllOl__ oo ocee i eiaie e e e e Ll . S . Q [ PN 1 P PRI
i | Warkimg coplial requlramanie. . .. simse e e | L 43 L& b - L [T ] 5.5
O 3 Bl 3 ] b
& | Timing of squlprman] dofvorlen and/er canairuciisn pregrzi. .- - L 13 | A 2 "} B 1.3 13-
§ | Mamlanwd ogulpmani ceamm {vie. pricas paskd). __.vouoconoooo - o T L I 1.4 -~ L1 1.3 HE ]
Flems willy poats ohora acprelakions. .. R — ] 1) IR [ — 44 L 1 R B wrrrmememrras
Firtes wiflh coaty lsaoloty unuﬂ.lﬁma [ — | L J) [ i - ) PR EE
Firms not spociying dimcliot__.. v e 3 | S, P 4 F N (R
T Fimpch] markolconilthms &, .. ave i v e e 1n =3 HE T4 - 183 [ AL L&
Tieny ot lohiog avnilabdlly e coat of debd e s I i ) 1 1) F—— remmtme———
Fimi metitioning wvaibnbdiily nnd cost of eqaity Inoedng. ¥ [ N B 0 B S
B[ POl CORIRO. o . e e e s e ] . z % 4 n u . A
IF | “Texhrmibogbeal doral@MABES. e re v csmmss s mamarm e - 1 T4 -2 n ] LA &
LU T T T v L L .2 ¢ [F] A& +
11 | DARERerd o AoQulEINRE Y. o oo e v e s e e k) 3 1 ¥ ) K| L] » 4.3 &
LE [ Rourtling ormdoraabilien wr avoresimstaim b ... oo k=3 T I3 L& 1] z 33 I
13 | AvcicemiMl An M Yoo e s s s st e mm e ] ] z8 o B 1 1.1 L
W | Ol bl pomlen ¥ e e e e e i s e e ] & Ar kA 1 11 ) L3
TE | AN IR TIO . v s s s e ek e ek e 8 An A 2 (X »® w 1.2 a.n
b L 1y It} M4y L. +H [ ] L LN |

L. Mnsect on [w2lort eiled Iy firmls ﬂnswnrll
0 I ot 6 kane®= o gacsbion i3
Wﬂlﬂﬂ IrHm Uwse

£5 pecled ¥ tlat year?

1nmruslng (ke easing) oblinys refor 10 MG ox pepdiinees TideRer Oawer] g cxpeonel
L url ml Toqtor. W imra auiy g ahor Felor AT biedpes b,

e
i ¥
IIH.I Wi Loken (g b'.'rml.chh prine

R R
1 Miu
wju it chmaged JI|I|JI'I!¢h1|.ﬂh citherin’ Ieﬂm n?uggmur.f uulin.r oL o g o0 i ERon

bur.h d.eIJL anll L|:| 1.l NMancing.

aud Esclongas C

. A& nunlxr of icma speciiled soworel moior b,
» Tlw Intnl Moy Le smaiber Hen Lho sum of i CoNtpHenis snce some g monleed

apm: "o brog Ia.!:'l.ms“ FLR L T TR T O
1 nrmnr.n:e nmumnmls mny il 3dud bo 1)

Soprcea: 11,8, Ywoparimant of Conamoerct, O of 1 ines Exsiouics, 2ikd He oo ios
e e,

JPYCUNLE Ltnnar of rewrding.



December 1671

the summer and gathered momentum
in the fall.

The decline in shori-term interesi
ratas acealaroied ns the summer of 1970
wore on and in late September the
prims rate, which had been cut from
5% o 8 percent in March, was lowered
to 7% percent. In November, it was
reduced in two steps to 7 percent, and
in the lotter part of December to &3
pareent. Long-term credit morkets wlso
cised materinlly in the second hall of
1970, although the decline in long-term
rates lagged that in short-term morkets.

The rise of short-term and long-term
intersst rates to record levels and their
decline during the 1968-70 period is
shown below far selected rates and hond
¥iolds,
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Bacause comparisonz are made be-
twean the latest survoy and that con-
ducted in 1967, & comment an finnneial
developments during the year 1966 is
approprinte.

Toward the end of 1985, the monetery
suthorities initiated a series of restric-
tiva monetary measures Lo offset the
inflationary effoct of & surging demand
for goods and services from virtually all
pastors of the ecomomy. While fizenl
policy and “moral suasion™ were also
usad to combat inflatipnary tendencies,
thare wos an unusially heavy roliance
on nonetary measures. The latter were
intengified from the spring of 1966 until
the [oll, when the autherities moderated
their restrictive policy because of the
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wipning of inflationary prassures. Mosi
market rates and yields peaked in tha
late summer, but some—such a5 those
on commarcinl paper—did not omse
until elose to yenvend.

Scope of the survay

The lotest survey questionnaie was
nddressed, as was the 1987 guestion-
nnire, to the compeniss that cooperate
in the OBE-SEC quartarly surveys of
plant and equipment expenditures, ex-
cept for certain trensportation com-
panies.t Eight thousand three hundred
and thirby-seven gusstionnaires woere
mailed and 3,900 replies were receive,
& 47-percent response rate. The respond-
ing firms accounted for $62.9 bLillion, or
nbout. two-thirds, of the 379.7 billien
of plant and equipment oxpenditures
made by oll U8, firms in 1970 ns asti-
mated by the OBE-SEC survey. The
responzes of 3,780 firms are included in
the tabulations given hers. Rebwms
received too late for inelusion in the
tabulations, plus blank returns, account
fer the difference between the total
number of responses (3,900 and the
numnber annalysed in thie article (3,790).2

The questionnaive focused primerily
on the impact of 1969-70 financial mar-
izt developments on business spending
for new plant and equipment sned lor
inventorics in 1970 and in 1971, As in
tha 1967 =arvey, howowver, tho first
section of the questionnaive sought
information on s# factors=—nonfinancial
a2 well as finanecial—thot exercised in
appreciable influence in making acburl
capital spending in 1970 differ from ¢x-
pectations early that year. This part of
the guestionnaive was intended to pro-
vide some perspective on the relntive
importance of all factors influencing
investmaent chonges. The remainder of
the questionniire dealt axclusivoly with
the influence of financial market condi-
tiens on business investntent. The ques-
Honnaire i& reproduced st the end of
this articla.

2, [oibrtedy and boacking companbo ohnesifiel a8 Cles T
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rreyed.
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hinaks,
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Factors Affecting the Realiza-
tion of 1970 Fixed Investment
Programs

Bection I of the questionnaoire in-
quired into the causes of apprecinble
departures of 1970 plant and equipment
cxpenditures from expectations. Of the
3,780 fams with useble veturns, 1,047
indicated that their actnal ontlays for
plont and equipment in 1970 deviated
sppreciably lrom the amounts expacted
enrly in that yeor., Such respondents
wire asked to identify the single most
important (“principal"} factor respon-
gible for upward andior downward
deviations from expected spending, and
also o indicate nll other “muojor™ fac-
tors enusing deviations {question 29,

Abgut threefifths of the Srms indi-
cating appreciable deviations reported
actual 1970 capital outlays below early-
1970 aspoctations. This proponderance
of reductions was true for all nssot-size
classes oxcept the group under $1 mil-
lisn, whero upwmd revisions proved
more comnon. [t is relevant to note
that cvery OBE-SEC capital spending
auivey in the postwar pericd has found
a sirong patborn of understaternent in
small firms’ expectations.

(O the fociors reporied as tending to
rmake actunl 1970 spending excesd ox-
pectations, sales developments was the
one most frequently cited, acconnting for
15.3 porcent of all “principal” [(actovs
citod and for 13.7 percent of all other
“major’” factors {table 1), The in-
Ruence of salea develepments was
especially marked for the twe smallest
nzacb-size clusses, where ib accounted
for 26 percent of all principal factors
mentiongd (table 2). Other (nctors citod
prominently as tending to mako spend-
ing exceed expectations  included;
Eutlier-than-gxpected cquipment  dJo-
liveries andfor construstion progress
{10.7 percent of the principal fnctors
cited onil 11.2 percent of all other major
[rctors) ; morgors wnd pcquisitions (11.3
pereent and 4.3 percent); higher-than-
axpected prices paid for plant and egquip-
menk (9.2 percent and 119 percanty;
unexpacted outlays for pollution con-
trol {8.0 peroent and 3.3 percent); in-
creased cvivent oxpenses (6.1 percent
ond 1.5 percent); amd technologicol
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dovolopments (7.0 percont and 7.7
percent).

Of the factors veported as tending to
make 1970 spending fafi short of ex-
pectations, the mozt comunon were
lower-than-expected salez and net earn-
ings. Togather, these two factors con-
stitnted 46.6 percent of all principsl
factors cited and 43.4 percent of all
other major footers (table 1). Un-
axpected delays in equipment deliveries
andfor construction progress were next
in importance, making up 19.2 percent
of all prineipal factors and 5.6 percent of
all other mpjor fuctors. Higher-than-
expactad warking cnpital Tequirements,
chiefly with respect to ensh bolances,
gsonatitutad 9.6 percent of the principal
nnd 16.5 porcent of the other fnctors
cited (possibly reflecting ontley curtnil-
monts i order te conserve cash

SURVEY OF CURRENT BUSINESS

halances). Unexpected financial markat
developments conetituted 7.4 percant
of tha principal fnetors and 11.6 percant
of all other major [etors. Affectad
firms cited changes in tha aveilabilicy
nnd cost of delt financing much more
[requently  thon  equity  markei
diffienltiss.

Comparizon with 1967 survey

The close similarity between section T
of the 1987 questionnaire and section I
of the 1971 questionnaire mokes possi-
ble a direct comparison of the results
of the two sarveys.® Chart 10 shows
the velative importance of the various

4. Bechon I of bolh quesliogonives deslt wity eho faatocs
raxepbee fr spprecbls dUTorencos Dokveon aetunl wed
expictod comital satheys dn (he preonding wear, The bwd
qusliordres had virislly identionl besats Sor sootion 1,
szeopt bt e 1991 queathonnaime {1 odded “poiloMon
wantrol” 08 Oy cepdbelt Delor ool (53 sepoentod “yrocking
eaplal roquirnmonts™ feto “oadls Lalanese* ond ‘lothoe."

Decsmber 1971

pringipal Faetors tending to incresse and
to decranse eapital outloys in 1966 and
in 1970. In interpreting diffarences be-
tween tha 2 yewrs, it should be noted
that 1970 was choracterized by relo-
tivaly slack rates of economis aotivity
and eapacity utilizetion, an easy capital
goads supply sitvation, and disappoint-
ing sniea and profits; in contrast,
generally strong business ¢onditions
prevailod during 1968, with a much
tighter supply situation. Upward revi-
sions in capital outlays were more
frequent than downward revisions in
1966, whila the reverse was teoe in 1970,

Gliven the dissirmilar economio con-
ditions, 1t I8 not surprizsing that the
most siriking Jifference belween 1944
and 1970 was in the influence of un-
axpectad developmenis in snles and net

Table 2=Frinclpal Factors Reaponsible for Derlations Betweon Expecrod and
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earnings. ‘Fhesa two fnctors combined
constitutard 46.8 vercent of all principal
factors cited n= tending to depress ex-
penditures in 1970, up from 12.1 per-
cent for the comparnble two factors in
1966, With respect to upward revision
of spending, the two fnctors constituted
18.1 percent of the principal factors
vited for 1870, down from 30.8 percent
in 1966,

The marked difference batwesn 19466
angd 1870 in the infuence of surprizes
in sales and nst sarmings was evident
for oll assetmize groups {table I}
Among the larger firms, for example,
the two factors together constituted
44.2 pereent of the principal factors
cited as tending to redusa spending in
1970, =5 against only 5.6 pereent in
1986; with respect to upward revisions,
the two fastors acecamted for only 4.2

SURVEY OF CURRENT BUSINESS

percent of the principal factors cited For
1970, as againat 29.2 percent in 1966,

Another marked shift between 1966
ond 1970 in the reletive importance of
the principal fnstors was in the timing
of equipment deliveries andfor of eon-
struction progress, Unexpected delny
in equipment deliveries and/or in con-
piruction progress was by far the moat
important principal factor depressing
capital ouflays in 1866, accounting for
47.8 pereant of nil such factors citad.
Raflecting easier sopply conditions, this
foetar wos mueh less influancial in 1970,
when it accounted for 19.2 pereent of
the prinecipal factors operating to reduce
spending.

In 1970, nz in 1966, unexpectal
finaneipl modcat  develospments  wero
importent fagtors causing deviatipns
fromn expected investment programs.

Astusl Plont and Equipment Exporlitures in 1970 ' by Assor Sizo of Firm

23

Difterences between actunl snd axpscted
finaneial markot conditions neepunted
for 7.4 percent of Ehe principal
fuctors ciled as (ending to reduce
spending in 1970, as nghinst 10.9
poreent in 1966. With respect to up-
wirtd revisions of spending, ynanticipatead
finpneial market developments con-
atituted 3.1 percent of the principal
Factors cited in 1970, ng apainst 0.9
percent in 1964,

Dirvect and indirect gffects

Bespondentz o the Intest survey
were explieitly instruetod that all ques-
tions bearing upon the impeet eof
finaneial market conditions wers to be
answered with respect only to the
direet tmpaef ol such conditions on
tlizir firme’ inveztments, and that any
indirsct impact of sueh conditions
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operative through purchases by their
customers were to be ignored. In the
1967 survey, this instruction was not
given for section 1 of the question-
naire, but it is not belioved that this
has led to any important incompar-
ability between the 1967 and 1971
survey findings, The purpose of this
ingtruction was to eliminate such in-
offccts that which oceurs
when a firm's sales, and therefore its

direct e
capital requirements, are reduced be-
cause of the adverse impact of financial
conditions on its customers, and that
which oceurs when a firm reduces its
investment in anticipation of such a
reduction in its sales.

Notwithstanding explieit instruetions
in the 1971 survey to limit responses to
the direct impact of monetary factors,
it is possible that some replies to

SURVEY OF CURRENT BUSINESS

guestions 7 and 8 (discussed below)
include the effecta of nonfinancial
fnctors as well. Those two guestions
usked lor gquantification of the reduc-
tions in 1870 investment outlays that
were directly attributable to financial
factors alone, and some respondents
may have found it too difficult to
isolate the direct impact of such
factors alone. To the extent that this
pecurred, the reductions reported in
the replies to gquestions 7 and 8 over-
state the direet effectzs of monetary
conditions.

Impact of Financial Market

Factors on 1970 and 1971
Plant and Eguipment Ex-
penditures

The survey data show that 1969-70
developments in the money and eapital
CHART 10

Percentage Distribution of Principal Factors Responsible for Deviations
Between Expected and Actual Plant and Equipment Expenditures,

All Industries, 1966 and 1970
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markets: had an impact on 1970-71
plant. and equipment spending some-
what grester than that which resulted
m 106667 from the restrictive mone-
tary conditions in 1966.° The results of
the latest survey show many of the
same patterns revealed in the earlier
survey, auch as the shavper downward
revisions reported by small firms; the
tendency of large firms to react more
glowly than amasll firms to finaneial
market developments; the greater influ-
ence of interest costs, relative to other
effects of monetary resteaint, ns o cause
of reductions in outlays; and the sizable
proportion  of affected  firms  that
planned subsequently to carry out at
least some of the investment slimingted
in  the period of great financial
stringency.

Tables 3 and 4 present the basic sur-
vey data relating to the impact of 1960-
70 financial market developments on
1970 plant and equipment outlays.
Table 3 organizes the data by industry
and table 4 by nsset size.

Effects on 1970 plant and equipment
spending

Of the responding firms, 9.2 percent
(341 out of 3,700) indicated that 1969-
70 financial market developments eaused
1970 plant and eguipment expenditures
to be lowar than they would otherwise
have been (tables 3 and 4). This com-
pares with the 5.3 percent that indicated
in 1967 that 1966 outlays were lower
than they would otherwise have been
as n result of 1966 finaneial develop-
ments. In 1966, the proportion was
relatively uniform among the varions
asset-gize groups, but in 1970 the pro-
portion ineressed with asset size, from
5.7 percent of firms with under $1 mil-
lion of assets to 12.7 percent of firms
with assets of %50 million or more
{chart 11 and table 4, line 9).

Question 5 inquired into “sny" redue-
tion of outlays in 1970 resulting from
restrictive monetary conditions, and
differed in this respeet from question 2g
which inguired into “‘appreciable” re-
ductions. As would be expected, more
firms responded affirmatively to ques-
tion & than checked 2p. Of the 341
firms that indicated reductions in 1970
capital ontlays due to financial market

3. Beg ecarller discusslion on the diferences be-
tween finponelnl condictions in 1060-T0 and in 10464,
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conditions (question 5o}, 184 also ind_i-
cated “appreciabls® reductions in their
answers to question 2z, Aa in tha 1967
survey, 2 higher proportion of the larger
than of tha smailer firms answered both
of these questions affirmutively.

Respondents were also nsked to indi-
cata the guarters of 1970 which were
affected dignificantly by reductions in
outlays nsscciated with finnncial mar-
ket developments. The summary in
tnble 4 shows that the number of firms
affented wns lerger in the second half
of the year then in the first, with the
third quarter fgure somewhat larger
than that for the fourth. This patiern
preveiled for all asset-size groups In
1966, the nomber of affected firms rose
throughout the year, The earlier pesk
in 1879 (third quarter) likely reflects
the fact that in 1870 credit policy ensed
in Fabruery whereas in 1966 the eesing
did not occur until the fall.

Table 3.~Reductong in 1920 Plant and Equipmant

BURVEY OF CURRENT BUSINESS

Firms indicating in question 5e
reduction in 1970 plant and aguipment
expenditires  beeause of  1965-70
finoncigl developments were asked in
gusstion 9 to indicate the specific cnase
or couses of the reduection. About three-
fourths of these firms {251 firme) cited
higher interest costs (table 4). Unat-
tractiveness of borrewing condibons
other than interest rates was mentioned
hy one-third of the firms, and the un-
willingpess of Anancial institutions to
supply Iunds was imentioned by one-
fourth of the firms. The higher cost of
equity financing resulting from the
decline in the stock market was men-
tioned by one-sixth of the firms and
the unattractiveness of ynderwriting
terms by fewer than one-tenth, {Not-
withstanding explicit instruetions to
reply only with respect to the direct
mmpact of Anoncial market conditions,
9 percent of the firms cited gemernl

podibures Kesulk From I960-T0
s by Major Industey
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the

ceonormic conditions az ona of
reasons for entbacks in investment.)

About 70 percent of the firms re-
duecing 1970 outlpys becnuse of 1960-70
finaneinl market developments ndi-
cnted thet they woulkl carry out ot
lenst some of the eliminated investment
m 1971 (table 4, line 8). The proportion
woa somewhat greater for the two larger
essab-size groups than for the two
smaller groups,

Table 3 presents the survey results
by broad indusiry groupings. The pro-
portion indicating some reduction of
1970 plant nogd equipment expenditures
as o result of 1988-70 financial mavkeb
developments wns greater in mannlac-
turing than in any other group; this is
in eonbrast to the results for 1966, when
the public utiliby group had the largest
prapartion of nffected Brms.

Firms wore also nsked the fellowing
question {number 10); *'If tha cost and

Financizl Marfet Devalopmoents: Mumber of
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availability of credit to your firm in
1968-70 had been about the same as in
the G-year period 1961-65, would your
1970 expenditures for new plant and
equipment, and for inventories, have
been greater than they actually were?"
The questionnaire noted that this 5-
year period was characterized by rela-
tively easy credit conditions, with
interest rates averaging 4.8 percent on
short-term bank loans and 4.6 percent
on domestic corporate bonds, as com-
pared with 8.1 percent and 8.5 percent,
respectively, in 1970, Of the firms
nuswering this question, 430, or 12
percent, indicated that they would have
spent more for plant and eguipment
under the specified conditions, (As
shown in table 7, these 430 firms inelude

T
Reductions in 1970 Plant and Equipment

Expenditures Resulting From 1969-70
Financial Market Developments

#Percent of firms reporting reduction

®Average percent reduction by atfected firms

aza 3.3

® Aagregate reduction as a percent of
expenditures of all firms in size class

2.9

I
1.0 1.1 ':1
Uneler 51.59.9 §10-5849.9 £50 mdl
£1 milk mil. mil & over

RSSET SIZE CLASS
WORE —[aiw are fiem rable 4

U5 Dppartraed of Cormerce, D al Baiser: Emnomcs I=l=11

SURVEY OF CURRENT BUSINESS

firms which responded “no’’ to question
da regarding reductions in capital
spending because of 1969-70 financial
conditions.) The extent of the addi-
tional plant and equipment spending
which would have occurred under the
more favorable financial market condi-
tions specified in question 10 is also
shown in table 7.

Effects on 1971 plant and equipment
programs

Table 5 presents data on the impact
of 1969-70 financial developments on
1971 capital investment plans (question
14). Almost 88 percent of responding
firms indicated no impact, 5 percent
indicated that 1971 outlays would be
larger than they otherwise would have
been, while 8 percent said outlays would
be smaller.

The pattern of the 1971 reductions
by asset-size class was not appreciably
different from the pattern of the 1970
reductions. As was the case for 1970
reductions, the proportion of firms ex-
pecting reductions in 1971 programs
incressed with asset size—from 5.9
percent for the smallest asset-size group
to 10.0 percent for the largest (table 5,
line 8, and chart 12).

Of the 268 firms that expected to
reduce 1971 capital outlays as a result
of 1060-70 financial market develop-
mente, roughly half were companies
that had also indicated some reduction
in 1970 expenditures for the same
reason.

Quantification of national impact

Rough ealeulations can be made of
the impaet of 1968-70 financial market
conditions on overall national outlays
for plant and eqguipment. HKstimates
waore derived for: (a) The reduction of
1970 spending for new plant and equip-
ment; (b) the reduection of planned 1971
gpending for new plant and equipment;
and (¢) the hypothetieal addition toe
1970 spending for new plant and equip-
ment that would have oceurred had the
cost and availability of credit in 1969-70
been about the same as in the period
1961-65. (Estimates were also derived
for the overall national impact on in-
ventory investment. These are reviewed
in a later section of this articls.)

December 16871

The general procedure for obtaining
overall nationsl impaect estimates con-
sisted of applying the sample ratios of
reductions (or increases) in spending, by
assel-size class, to universe estimates of
spending by the respective size closses.
For example, the national impact of
1968-70 financial market conditions on
1970 spending for new plant and equip-
ment was derived in the flollowing
manner: (1) The frequency distribu-
tions of percentage reductions by non-
financial firms in each of the four asset-
size classes (table 4, line 6) were
averaged on the basis of the arithmetic
means of the percentage intervals ®
(table 4, line 10a) and of their medians
(table 4, line 10b); (2) these mean and
median percentages were applied, in
each asset-size class, to the sum of the
1970 plant and equipment expenditures
of the firms reporting reductions and
the resulting dollar amounts were di-
vided by the 1970 expenditures of all
sample firms in the size class to vield
aggregate percentage reductions for all
sample firms in the size class (table 4,
lines 11a and 11b); (3) these percentages
were applied to universe estimates of
1970 capital outlays by nonfinaneinl
business by asset-size class, as calen-
lated by the regular OBE-SEC survey;
{4) eatimates for finaneial firms were
derived by o similar procedure except
that no asset-size distinction was made;
and (5) the resulting estimate of redue-
tion from the sum of steps (3) and (4)
was raised to the more comprehensive
universe of nonfarm nonresidential fixed
investment appearing in the national
income and product accounts.”

The nonfarm nonresidential fixed in-
vestment total of $96.0 billion for the
venr 1970 compriges the 879.7 hillion of
plant and eguipment outlays coverad

by the OBE-SEC quarterly surveys

G It wos assumed that the mean foe each perceatago
interval was ab |tz midpaint. For the 50 percent or more
class, the mean wos mssumed to b 76 parcent.

7. This methodeiogy 15 idontiond to (hat used ln Eha 1067
survey. Another set of estimates was made from the new
survoy data, using for each sasst-siee chass o welghting pro-
codiro: Blep 1 above was carrled out by applylng the mid-
poinit al axch pereantage interval to te capltal cutlays of the
affocted sample com pandes reporting redustions in that nter-
wvul. The reselting dollar estimates of reductlon were then
apeesasd a3 o percont of Lot capital outlays by all ssmple
firms, and the remuadnder of the methodology wos the same
ns sbeps 2 through § above, The resultlig estimstes aro clese
to thess peesentod in this sribele and do not appreclably alter
any of the findings.
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plus cnilays of nonprofit institntions,
real estate companies, and firms pro-
viding profeszional services, capital out-
lays in oil and goa well drilling chargad
to current acceunt, automobiles owned
by salaried workers who are reimbursed
by thoir employers for the business use

SURVEY OF CURRENT BUSINESS

of their cers, and & number of other
emuoller veconciliation items.

Bnsod on the £06 billion netional ae-
counis total, the estimated reduetion in
1970 fixed investment resulting from
1060-70 fnancin]l market conditions
ranges from §785 million if the sample

27

medign percantage rednetions ara used
to 1,240 million if the semple arith-
metic means are used. As the arithmetic
ment caleulntion vaually tends to over-
gtatn the irne mean, while the madian
caleulation tonds to understate it, the
average of the bwo results—§1,010 mil-

Tablo 4~Reductlons ln 1970 Plant and Equipment Expenditures Resuiring From 196870 Financial Market Developments, by Arset Size
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Lion—is probnbly closer to the actual
figuro than ecither the mean or the
medinn.

Wsing the less inelusive $79.7 billion
total plant and equipment cutlay for
1970 obtained fram the OBE-SEC sur-
vey universe, the estimated nationsl
impact ranges from $650 million by the
medion caleulntion to $1,030 million by
the medn enlstilation.

The avevall roduction in plenned 1971
plont and  egoipment programs  ve-
sulting from 1989-70 finaneinl moitaet

SURVEY OF CURRENT BUSINESS

developments wns astimabed by n pro-
codure similar to that deseribed nbove,
oxcopt [or the netting of indicated
increnses against decreases® As shown
in table B, of the 474 firms indicating
o ghange in their 1971 plant and equip-
ment programs {relative to what they
would otherwise have been} as o eon-
sequence of 1960-70 financinl market

4. The survay dld wot provide m quandiallve boak lo
colculothng tiie possk increases v 1090 putheys noalking
Trant T84T 0 catenl couddi e, Anyr much inemiases, whiclh
wonid result kargely from anthoipmbocy ooty waukld ceied
Lt owhraake Kl [P0 atitnied impost, See Intor discacsslon
ook iAo erzoT.

Toble 5.=Chotges in 1971 Plant and Equoblpment Expenditore Progrome Tespltiog Fram
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developments, 288 firms =nid that 1971
programs would be lower while 188
fivms indicated HAigher. The nedional
impack bosed solely upon the sample
firme indicading lower programs for 1971
resulted in an ovorsll raduction ranging
from $1,195 millien based on the
median to $1,830 million based on the
arithmetic mean, or an average reduc-
tion of $1,515 miltion. These figures,
however, represent & “gross' veduostion
in thet they do not refleet the higher

1971 programs indicated by 168 firms.

1969=70 Finanelal Market Developments, by
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The average sample universe estimate
of the amount of increase is $125 mil-
lion." Thus the “net"” overall reduction
in 1971 capital spending was estimated
at $1,390 million (81,515 million less
%125 million).

In response to guestion 10 (impact
of hypothetically easier monetary con-
ditions), 430 respondents replied “‘yes'
with respect to changes in 1970 plant
and equipment outlays. Quantification
of these results (by applying the sample
ratios for each asset-size group to the
universe estimate of $96.0 billion for
1970 nonfarm nonresidential fixed in-
vestment) resulted in an overall 1970
differential for plant and equipment
spending of $1,060 million using me-
dians and $1,790 million using arith-
metic means, or an average of $1,425
million,

This figure of $1,425 million for the
overall national impact of financial
factors on 1870 business outlays for
new plant and equipment is larger than
the 1,010 million ealeulated on the
basis of replies to guestion 5a. The
interpretation of these results is that
fixed investment in 1970 would have
been $1.0 billion higher if 1970 financial
market developments had been as
expected by business early in 1970 and
$1.4 billion higher if significantly easier
credit conditions than expected had
prevailed (ie., il credit conditions in
1970 had been about the same as the
average during the 1961-65 period).
However, the greater difficulty of an-
swering a hypothetical question such
as 10a should be kept in mind.

Effects on 1970 Inventory
Investment

The impact of 1969-70 financial
market conditions en 1970 inventory

I, While the swrvey Information did not permit direct
quantifientlon of the indicated inereases In 1971 enpltal
spending programs by the 169 firms shown in line 4 of talile §
in the sume manner as that used to quantlfy reductions, It
wis poasible to mnke s rough colealation of the dollsr amoeunt
Involved, About onehall of the 160 Arms indicated in
question 18 that they Intended to moke up in 1571 “same,
Yrmnat,™ of “ull™ of thelr 1970 capital outlay cutbocks, Tl
dollar amaunt lvelved in such makoup by these firms wos
ealrulated by tylng these nnewers 1o the answera 1o ueation
T indicating the pmount of 1070 reduction, On the srbltrary
assumption thet the remaining firms in this 1684kem groap
hed ralzed thelr 1971 spending plans by about the same
propordan, the dellsr amount ef 1071 fncrease derived in
Els manmner wos rodsed to the OBE-SBEC anbverse. The
regubtlng figure was Chen rakod to o nntlonal Yevel on ihe
hasis of the ratlo of the $90.0 billlon total for nonresidential
fixed investment for 1570 to the OBE-S8EC plant and equip-
menl aggregate, resulting in s caleulated overall Incrense of
#1238 miillion,
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investment appears to have been some-
what milder than the impact on fixed
investment. Table 6 presents data by
asset-size class on the frequency, timing,
and magnitude of reported reductions
in 1970 inventory investment.'”

Eight percent of the respondents (260
firms out of 3,254) reported reductions
in 1970 inventory investment. The per-
centage of companies reporting reduc-
tions in inventory investment was
higher for trade firms than for manu-
facturers or other major industry
groups. The largest firms reported re-
ductions less frequently than medium-
sized companies; this was in contrast to
the findings on fixed investment, where
the frequency of reductions varied di-
rectly with the size of firm. The inclu-
gion of publie utility and transportation
companies partly aceounts for the lower
percentage of affected firms in the large
asset-size group; such firms constitute o
sizable portion of the large companies
but generally hold very little inventory.

Among the firms which reported in-
ventory reduction, the average size of
the reduction declined as size of firm
increased, varyving from 11 percent for
the smallest asset-sizge group to 7 per-
cent for the largest size class (table 6,
ling 7). This pattern was generally simi-
lar to that for fixed investment,

When examined by asset size, it was
found that the reduction of 1970 in-
ventory investment in each size class of
nonfinancial business, oxpressed as a
fraction of yearend stocks of all sample
firms in the class, was significantly lower
for the two larger asset-size classes than
for the smaller classes (table 6, line 8).

Firms' were also asked to indicate
whether and to what extent their in-
ventories would have been larger at

U, Thers was an ervar in the wording of question & when
thr Initial survey malling was made, bat felowap mlilings
1o nonrespoadents contidned an ereatum nodize. The eerar
wid in the use of the word “lower"” whon “higher® wns
Intendled. Post-survey spot checks of respondonts to this
gidedlion révenlied that reapondénts hod besa able to dotsst
tha error ard hiod e led the queation fn thi correct msnr,
mninly becyuse of fhe relationship of this question 0 guestion
8. Inetrroct handlf ng &l questbon & would, moredver, have
lomie evident in the editling of the retarned questionnaires,
ng there would have been Ineonsistencles in the replies to
quweslions fb mnd 8, For these resnons, it was sssimed thot
regpondents handled queation 8 in the cormect moaner snd
A responses were included by the tabulations on that basls,
Tuhulntiors and salonlations reflesting question B respanses
re 50 entifled o the taliles,
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yearend 1970 if the relatively easy
monetary conditions prevailing in the
period 1981-65 had existed in 1960-70
(question 10b and 12). Seven percent of
the firms responding (230 out of 3,232)
indicated that their inventories at the
end of 1970 would have been larger
under those conditions (table 7).

Estimated national impaci

Quantification of the overall national
impact of 1960-70 financial market
developments on 1970 inventory invest-
ment was derived by the application of
the aggregate sample inventory reduc-
tions (table 6, line 8) to the distribution
by size class of the estimated §194.8
billion of inventories held nationwide
by nonfarm nonfinancial business at
yearend 1970, This procedure resulted
in a caleulated national reduction of

CHART 12

Reductions in 1971 Plant and Equipment
Expenditure Programs Resulting From 1969-70
Financial Market Developments

® Percent of firms reporting reduction

6.0

® Average percent reduction by affected firms

A0 9.3

® Appregate reduction as a percent of
programs of all firms in size class

2.2 23

51-59.9

il mil

ASSET SIPE CLASS

Under
L1 mil,

2108499 §50 mil.

L avar

MOTE. —Data are fiom table §

Ud Bepwrmeni of Corvamioe. ice ol Desreas Ecamoencs fJ= =] 2
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inventory expenditurse in 1970 ranging
from $730 million using the median
method Lo $085 million using arithmetic
mephs, or an average of $363 million
for the two methods. The survey datn
do 1ot permit guantification of the
mnpact of 1968-70 finencial develop-
ments on 1971 inventory expendituras.

In response te gquestion 10b, 230
firms indicnted that thoy would have
spent more for inventories than they
sctuvally did if muech ensier eredit con-
ditions hed prevailed. (Juaniification
of this resulé {(by applying the sample
rotioe for asch asset-size group to the
astimated distnbution by size class of
the $104.3 billion of nonform nDon-
finaneinl inventory held at yesrend
1970} yielded chanpes in inventoriss
of $850 million using medians and $890
million wsing menns, or on svernge of
£770 million.

This finding that the impnet on
inventory spending measured from
answers to quastion 10b is smaller than
the impact measuved from onswors to
gusstion 5b is contrary to expectations
and to the finding for fixed investment.

SURVEY OF CURRENT BUSINESS

The result is primarily due to the fact
that o number of firms answered ques-
tions 5b end 10b Jdifferently (e.z.,
affirmatively for §b and negatively for
10b, ond vice versa).

Margins of Error

All of the estimates discussed above
are subjeet Lo considersble margins of
error. Bven il the dain reported by the
sample were 100 percent accurate, the
esbimation procedurss used i ohinin
the overall netional impuot might bina
thereaults in sither direction, dus mainly
to the look of adequate size-distribution
data for nonfarm nonresidentinl Axed
investment.

The abasnca of quantitative data on
the axtent to which 1960-70 financial
market developments inorsased 1970
sxpenditures above planned levels,
largely through anticipatory effects,
results in some overstatement of the
effect of monstary siringency but this
is presumed tc be small. As an offset,
the eurvey did not cover new businessos
or businasses that did not get started
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during 1970 becnuss of financial con.
ditions.

Reporting bias constitutes anather
possibla source of error. While reapong-
ents may possibly have heen inclined to
exnggerate the effect of monetery tighi-
ness on their outlaye (in the baliel that
such a demonatration mighi foresiall
further deflationary CGovernment poli-
ries), there is no recson to believe thot
eny such bins is significant. If such bing
exists &b nll, it wouold tend to overstats
the estimpted reductions in husinesa
inveztinent stemming from monetary
tightness.

Nonrespondent bing may be anather
source of error. Other things being
sgunl, it might be argued thot firms
significnntly affeetad by monetary strin-
geney would be the most likely to com-
iHots the questionnaire (at least when
the size of firm is held constant). On
the other hand, some firms may have
heen deterrad from giving wn affirmative
nngwer to tha finencial market questions
by the grestar number and more de-
tatled questions asked.
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Some of these errors mny be offset-
ting. In any case, even wvary largs
errors—sny, 50 pereent m sither direc-
tion—would not apprecinbly alter the
raain finding that the reduction in fixed
invactment ng a reault of 1066~70 finan-

SURVEY OF CURRENT BUSINESS

the order of 2 percent or less of {otal
fixed investment in 1970 or 19711

1. Hso Wildsm H, White, “Effosis of Tighé Momoy on
0% Brslotm Invadmant,” Jewrsal of Marsy, Cralll, s
Baukhm Woeember 100, pR. WdB8-480, For v erillenl roviow
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Other offacts of monetary stringency

Tha reluti vely small impact of restric-
tive monetary podicies on  business
investment vontrasts sharply with the
spparent effects of such policies on

cial developments wos quite small: QN o i aathstist woresch s Aodings of Hee 1367 sorvey. {{ontémuad on pags 40)
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compated with the severe downturn in
domestic steal shipments, Thers wos a
sharp drop in imporis of nonfood eon-
sumer goods (other than autes), whish
were prebably most responsive to the
restraining frctors mentioned oarlier.

For tha full 9-month peried in 1971,
exports advanced by $1.7 hillion, or 5
percent, over the same period in 1070,
whils imports soared by $5.9 billion,
or nearly 17 perceni. Almost nine-
tenths of the $3.3 billion dstertoration
int the trede balence {see tabla B2) wis
in irade with Western Eurape (£1.7
billion) and Japan ($1.2 billion). Te-
spile the variaus special [actors affect-
ing trade this year, the Inggard pace of
U8, exports in 1971 can bs associnted
in lorps part with ths slowdown in
economis growth and increase in idle
cnpacity in other major industrialized
netions. At the same tme, ¢ pickup in
domestic sconomic activity has had o
stirnulating effast on imports. However,
imports vose more rapidly than past
pasterns would have indieated, result-
ing in o record high retis of imports to
GNPF.

U.5. corporate capital

Becorded net outflows of U8 cor-
porate capitel—ineluding direct invest-
ment and chenges in other corporate
claims and }abilitice—remainad high
in the thied quarter. The totel was al-
maost $1.4 Billion, nn adverse shift of
F£2058 million {zee table ). In view
of nervous foreign exchangs mnrkets,
tha corporate eapitnl aceounts seem (o
have been comparstively siable, How-
over, there may have been substantial
outAows in the frst 2 months of
the goarter which wersa reverssd in
September. Transfers outside normal
raporting channels may alse have
gecurred, econtributing to the Iarge
sutflows in errers and omissions.

Corporate long-term capital suifiows
were §1.2 billion, o negative shift of
£110 million Irom the =zecond quarter.

SURVEY OF CURRENT BUSINESS

Tireet investineni outflows continued
nt the high $1.4 billion level of the
Brat two quarters of 1971. These
unusunlly large divest investment out-
flows wers portly raluted to sentinued
expansion of fixed assete abroad. Move-
over, forsign affilintes of T1.5. corpora-
tions may have hedged ogeinst dollar
depreciation by drawing funds from
U.8. parent companies to raduvea foreizn
corrency commitments. Flows  aa-
sociated with changes in other long-
term claims showed no significant ehift
in the third quarter.

Long-term borrowing (including new
issues of seevrities sold abroad by TS,
corporations; was $135 million lower.
New jasoes totalzd $180 million, the
lowast guarterly total since the first
quarter of 1970. TFha small figure
probably reflocted the norvousness of
the exchangs morlrate. The third quar-
tar negative shift in total long-term
horrowing wae more than offset by o
favorabla swing of %155 million in
short-term horrowing. There wos o 75
million detsrioration in short-term nen-
liquid elsims.

The largest third guarter swing in
corporate capitel wns in short-term
liguid elaims, which shifted unfavorably
by %170 million, from n 355 million
decrense m the sscond quarier to n
§115 million incresse in the third.

Direct investment eapital outflows
in the first @ months of this yaar were
almost 342 billisn, 5650 million highar
than in the same peried of 1970, Tolal
long- and short-term corporate bhorrow-
ing of $850 million in 1971 was sharply
lower then the $2 billion figure in 1970,
an unfavorable payments shift of al-
maost $1.2 billian. New issues in the
first three guarters of 1971 axeeeded
thossa for the same pariod in 1070 but
other long-teym bosrowing declined by
more than $500 million. TU.S. corporn-
tiens alap made net short-tarm repoy-
meniz of 3155 million, in contrast to
net short-term borrowings of $530 mil-

Decambor 157

lion during the sams period in 1979
The overnll reduction in borrowing
probably reflocted the improved liquid-
ity positions of U.S. parent firms.

{ Condinued from pape 51)

capital ouilays by Stete ond local
govarnments and on investment in
housing.

A study by the Board of Governors
of the Federnl Reserve System con-
cluded thot the impact of restrigtive
credit conditions led to o gross reduction
in planned capitel gutlays by State
and locol governments of $2.85 billion
for the fiscol year 1970.% A combination
of interest rate declines and revisions
in interest rate ceilings loter in fiscal
1970 svidently permitted $1.25 billion
of these capital projects to be rein-
sinted bub an estimated $1.60 billion
remoined suspended at the end of the
fisen! year. This amount is equal to
5.6 percentof total copital expenditures
by State atnd lecsl governments in
the 1969 fscal yoar.

Dhirect estimsates of the impect of
1960-70 monetary stringency on resi-
dential construction ars not nvnileble
bat the data on netivity are gquite
suggestive of tta depressing effect.
Qutlays for nonfarm residentinl con-
atruction declined sharply during the
latter half of 1969 snd sctivity con-
tinued to wenken into 1970. Qutlays
declined from & pesk sensonally ad-
justed annunl rate of $33.0 billion in
April and May 1969 to & rate of $20.3
billienn in December and only $27.0
bitlien in duly 1970. Residential con-
struction outlays turned upword in
August 1870, following the vewersal
of restrictive monetesy policy, and
have advencad sharply since then.

12 John K. Poltridn, " Respoass of Siste ood Locol
Qorenorventa b Varyiop Coedit Coneditions,”  Fedorei
Resarpe Builetin, Morch 1000, pov. 200 -7




